WAC 458-20-168 Hospitals, nedical care facilities, and
adult famly hones. (1) Introduction. This section provides tax
reporting information to persons operating hospitals, nedical
care facilities, and adult famly hones. It includes tax
reporting changes resulting fromthe passage of chapter 25, Laws
of 1993 sp.s. which affected nonprofit hospitals and hospitals
operated by political subdivisions of the state.

(2) Definitions.

(a) The term "hospital"™ neans only institutions defined as
hospitals in chapter 70.41 RCW The term includes privately
owned and operated hospitals, hospitals operated as nonprofit
corporations, hospitals operated by political subdivisions of the
state, and hospitals operated by the state but not owned by the
state.

(b) The term "nursing honme" neans only institutions defined
as nursing honmes in chapter 18.51 RCW

(c) The term "adult famly hone" neans private hones
Iicensed by the departnment of social and health services as adult
famly homes (see WAC 388-76-030(2)), and those which are
specifically exenpt from licensing under the rules of the
departnment of social and health services. (See WAC 388-76-140.)

(3) Business and occupation (B&)) tax. The sale of tangible
personal property which is not part of the nedical service being
provided to a patient is taxable under the retailing B&O tax
classification. There are two B&0) tax classifications which can
apply to persons providing nedical services through the operation
of a hospital, with the tax classification dependent on the

or gani zat i onal structure of the hospital. The B&O tax
classifications are:
(a) Public or nonprofit hospitals. This B&0O tax

classification applies to gross inconme derived from personal and
prof essional services to patients by hospitals that are operated
as nonprofit corporations, operated by political subdivisions of
the state, or operated but not owned by the state. These
hospi tal s becane taxable for hospital services under this B&O tax
classification on July 1, 1993. These hospitals were required to
report under the service B&  tax classification prior to July 1,
1993, but were entitled to a deduction for services rendered to
patients.

(b) Service. The gross incone derived from personal and
prof essi onal services of hospitals (other than hospitals operated
as nonprofit corporations or by political subdivisions of the
state), nursing hones, conval escent hones, clinics, rest hones,
health resorts, and simlar health care institutions is subject
to business and occupation tax under the service and other
activities classification. This classification also applies to
nonprofit hospitals for personal or professional services which
are performed for persons other than patients and not otherw se
tax classified.

(c) Retailing. The retailing business and occupation tax
applies to sales by such persons of tangible personal property
sold and billed separately from services rendered. However,

this does not include charges to patients for tangi ble persona
property which is wused in providing nedical services to a
patient, even if separately billed. Tangi bl e personal property
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which is used in providing nedical services is not considered to
have been sold separately from the nedical services sinply
because those itens are separately invoiced. These charges, even
if separately item zed, are for providing nedical services and
are taxable wunder either the "public or nonprofit hospital™
classification or the "service and other business activities"”
cl assification, depending on the type of organization making the
sale. However, naking copies of nedical records is considered to
be a separate activity from that of providing nedical services
and any incone fromthis activity is subject to the retailing tax
and the retail sales tax.

(d) Research and devel opnent. There is a separate tax
classification which applies to nonprofit corporations and
nonprofit associations for incone received in perform ng research
and devel opnment. See RCW 82. 04. 260(6).

(4) Exenptions and deductions. The follow ng exenptions and
deductions apply:

(a) Adult famly hones. The gross incone derived from
personal and professional services of adult famly hones which
are |licensed as such, or which are specifically exenpt from
licensing under the rules of the department of social and health
services, is exenpt from the business and occupation tax
effective June 9, 1987.

(b) State-owned hospitals. The gross inconme froma hospital
owned by the state of Washington is not subject to B&O tax.
(Refer to WAC 458-20-189.) This exenption does not include
hospital districts or hospitals which are operated by or for
political subdivisions of the state, such as a county governnent.

(c) Kidney dialysis facilities, <certain nursing hones,
certain honmes for unwed nothers. Nonprofit organizations
operating kidney dialysis facilities, homes for unwed nothers
where the operating organization is also a religious or
charitabl e organi zation, and nonprofit nursing homes are exenpt
fromB&0O tax on the services they provide to patients or fromthe
sal es of prescription drugs. (See WAC 458-20-18801.) However,
the exenption applies only if no part of the net earnings
received by such an institution inures, directly or indirectly,
to any person other than the institution entitled to deduction
hereunder. The deduction for inconme fromthe operation of kidney
dialysis facilities is available to nonprofit hospitals if the
hospital accurately identifies and accounts for the inconme from
this activity.

(d) Contributions, donations and endowrent funds. Anmount s
received as contributions, donations and endowrent funds nay be
excluded from gross inconme, provided that no specific service is
performed as a condition for receiving the funds. Amount s
received as grants are taxable if specific services are perforned
as a condition for receiving the grant. (See WAC 458-20-114.)

(e) Health and social welfare services. Refer to WAC 458-
20-169 for health and wel fare services which may be deducti bl e.

(5) Adjustnments to revenues. Many hospitals wll perform
charity care where nedical care is given wthout charge or sone
portion of a charge will be cancell ed. In other cases, nedica

care is billed to patients at "standard" rates, but later
adjusted to reduce the charges to the rates established by
contract with Medicare, Medicaid, or with private insurers. In
these situations the hospital nust initially include the total
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charges as billed to the patient as gross incone unless the
hospital's records clearly indicate the anmount of inconme to which
it will be entitled under its contracts with insurance carriers.
Where tax returns are initially filed based on gross charges, an
adj ustment nay be taken at the tine of filing future tax returns
after the hospital has adjusted its records to reflect the actual
anounts coll ect ed. In no event nmay the hospital reduce its
current revenue by anounts which were not previously included in
the taxable base. If the tax rate changes fromthe tinme the B&O
tax was first paid on the gross charges and the tinme of the
adj ustnment, the hospital nust file anmended tax returns to report
the B& tax on the transaction as finally conpleted at the rate
in effect at the tinme the service was perforned.

(6) Retail sales tax. Retail sales which are subject to
retailing business tax, as provided earlier, are also subject to
retail sales tax. These businesses are required to pay retail
sales tax on purchases of nedical supplies, durable equipnent,

and consunabl es. (For tax liability of hospitals on sales of
meal s, see WAC 458-20-119 and 458-20-244.)
(7) Retail sales and use tax exenptions. The follow ng

exenptions fromthe retail sales and use tax apply:
(a) Effective on May 6, 1993, all itens which are reasonably
necessary for the operation of free hospitals may be purchased

wi t hout paynment of retail sales or use tax. This includes al
supplies and equi prent. It also includes any itens which are
used in providing health care. "Free hospitals" neans a hospital

that does not charge patients for health care provided by the
hospital. (Refer to chapter 205, Laws of 1993.)

(b) Sal es of drugs, nedicines, prescription |enses, orthotic
devices, nedical oxygen, or other substances, prescribed by
medi cal practitioners are exenpt of retail sales tax where the
witten prescription bearing the signature of the issuing nedical
practitioner and the nanme of the patient for whom prescribed is
r et ai ned. Sal es of prosthetic devices, hearing aids as defined
in RCW 18. 35.010(3), and ostom c itens whether or not prescribed
are also exenpt of sales tax. See WAC 458-20-18801. [Statutory
Authority: RCW 82.32.300 and 82.04.260(15). 94-11-097, " 458-
20-168, filed 5/17/94, effective 6/17/94. Statutory Authority:

RCW 82. 32. 300. 88-01-050 (Order 87-9), " 458-20-168, filed
12/ 15/ 87, 87-05-042 (Order 87-1), " 458-20-168, filed 2/18/87;

83-07-033 (Order ET 83-16), " 458-20-168, filed 3/15/83.
Statutory Authority: RCW 82.01.060(2) and 82.32.300. 78-07-045

(Order ET 78-4), " 458-20-168, filed 6/27/78;, Order ET 74-2, °

458-20-168, filed 6/24/74, O der ET 70-3, " 458-20-168 (Rule
168), filed 5/29/70, effective 7/1/70.]
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